Developments in consumer credit by anonymous
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Demands for consumer credit have been strong in recent months.
Consumers have borrowed for such widely ranging purposes as
the purchase of automobiles and television sets, the financing of
educations and vacations, and the payment of taxes and medical
expenses. In general, the expansion in consumer credit has paral-
leled the growth in consumer expenditures and in the economy
as a whole.
The growth in instalment credit was particularly vigorous in
April, in part because borrowing to pay taxes was larger than
usual. The increase exceeded the record set in January, but in
percentage terms both January and April ranked below the peak
months in 1955 and 1959. The contrast with 1955 is especially
striking since that year included 4 months with percentage in-
creases double the size of this April's.
By the end of April, instalment credit outstanding had passed
the $60 billion mark. This represented an increase of $6.4 billion
from the same month last year and more than $19 billion from
the cyclical low in the spring of 1961. Meanwhile noninstalment
credit too has continued to expand, and at the end of April total
consumer credit was at a new high of $77.5 billion.
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NOTE.—End-of-month figures, not seasonally adjusted. Latest figures shown, April.
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Consumers have also been adding to their other debt during
this expansion period. Home mortgages now total more than
$190 billion, while policy loans on life insurance, loans to pur-
chase securities, and other miscellaneous borrowing amount to
about $16 billion. Together, all the various forms of long- and
short-term consumer debt amount to nearly $285 billion.
The rise in the instalment segment of consumer credit in early
1965 was distinguished by an upsurge in demand for auto credit
to support a record volume of auto sales. Some of this demand
represented a catching-up from last fall when sales were slack
because of a shortage of cars. When auto sales picked up after
the strike, so did the use of credit.
Other types of consumer credit have also expanded this year,
though at a less rapid pace. Personal loans advanced at a season-
ally adjusted annual rate of $2.3 billion in the first 4 months; for
consumer goods other than autos the rate was $1.9 billion. Both
rates were somewhat above the pace for 1964 as a whole.
The acceleration in personal loan activity, particularly in April,
reflected in part borrowing to pay income taxes not covered by
withholding. There were also scattered reports of consumers
refinancing their auto and other loans to ease the impact of in-
come tax payments.
Repayments on instalment debt have risen more or less steadily
throughout this cyclical expansion. During April, they were run-
ning at a seasonally adjusted annual rate of about $65 billion and
were equal to a little more than 14 per cent of disposable income.
However, repayments have not risen so fast as new credit exten-
sions, which characteristically are more dynamic and reflect more
directly the impact of changing market conditions. Thus, as com-
pared with early 1961, extensions are up by more than three-fifths
and repayments only two-fifths.
INSTALMENT CREDIT
The net effect of this difference in rate of growth between exten-
sions and repayments of instalment credit has been a build-up of
consumer debt, as may be seen in Chart 1, but it has also meant
more buying power in the consumer market. Early in the recovery
period, repayments equaled or exceeded extensions. By mid-1962,
however, the net growth in instalment credit—extensions minus
repayments—was adding on balance $400 million a month to
consumer buying power. This was an annual rate of $4.8 billion.
The rate of growth moved up toward $6 billion in 1963 and
1964, and during the first 4 months of 1965 it was $8 billion.
Growth factors. The amount of instalment credit used in a given
period depends mainly on how much demand there is for the goods
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and services involved, but the willingness of individuals to commit
their future incomes and the availability of credit on acceptable
terms are also important factors. Most credit demands can be
related directly to demands for specific consumer items; for ex-
ample, extensions of auto credit tend to move fairly closely with
auto purchases. However, the relationship is not so close for some
other types of credit, such as personal loans, which may be used
for such diverse purposes as the financing of vacations and the
consolidation of debts.
The economic climate throughout this upswing has been con-
ducive to expansion of instalment credit. Prices that consumers
pay have advanced little, and credit has remained comparatively
abundant and terms easy. Meanwhile, with high and rising in-
comes and a relatively high level of employment, consumers have
been more willing and able to take on additional debt. After
rising 4.3 per cent during 1962 and 5.3 per cent during 1963,
growth in disposable income accelerated to 7.5 per cent last year,
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INSTALMENT CREDIT GROWTH has stepped up in early '65,













NOTE.—Seasonally adjusted data. Latest figures shown, April.
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under the stimulus of the tax cut. With this gain in after-tax in-
come, consumers boosted their spending on goods and services
by almost $30 billion from early 1964 to early 1965, and in doing
so they used some $6 billion of net new instalment credit extended
by retail stores and financial institutions. In the preceding 12
months about the same amount of debt expansion had accom-
panied an increase of only a little more than $20 billion in spending.
Willingness to incur debt is related to consumer attitudes about
their financial positions and prospects. In this respect, consumers
continue to be optimistic. Surveys conducted in January and April
of this year found that a large majority of consumers thought they
were financially as well off as a year earlier or better off. More-
over, they expected incomes to hold up or improve in the future,
and their buying plans suggested continued strength in the con-
sumer durable goods markets, particularly for new autos and
household appliances.
Automobile credit. Changes in automobile credit have accounted
for much of the recent fluctuation in total instalment credit out-
standing. After growing at a steady rate of from $200 million to
$250 million in the first 9 months of last year, the expansion in
auto credit slackened in October and even more in November as
new auto sales tumbled because of the strike. Largely as a result
of this, the seasonally adjusted expansion in total instalment
credit in November was the smallest in more than 2 years.
As for 1965—nearly half of the first-quarter bulge in instal-
ment credit was for autos, compared with the usual 40 per cent.
Auto credit became less important in April, but it still accounted
for 45 per cent of the change in total instalment credit outstand-
ing and in terms of the dollar amount was at a record rate.
During April there was a greater-than-seasonal rise in the propor-
tion of new cars bought on credit, and an increase in sales of
used cars tended partly to offset—insofar as credit volume is con-
cerned—the decline in new-car sales.
Most of the $8.5 billion increase in auto credit over the past 4
years has been a direct result of the rise in unit sales of autos. But
the volume of auto credit also depends on the proportion of cars
sold on credit, the average size of instalment contracts, and the
length of contracts; and each has tended to drift upward during
this period.
The proportion of new cars sold on credit increased about 6
percentage points from early 1961 to mid-1963, after taking
account of seasonal variation, but since then the trend has been
mostly sidewise. The most recent period has been one of consid-
erable unevenness, mainly because of dislocations arising from
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the auto strike. For example, the spurt in the ratio in the final
quarter of last year was apparently due not so much to a sudden
influx of credit buyers into the market as to a holding back by
cash buyers unable to purchase the cars of their choice because
of supply shortages.
Instalment contracts on new cars in April were about $60
higher than a year earlier and a little more than $250, or 10 per
cent, above the average contract recorded in early 1961. Much of
the rise reflects the fact that consumers in general are buying
CHART 3
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NOTE.—Seasonally adjusted data. New-car sales adjusted to exclude fleet and leasing sales.
Average contract data, also used in estimating credit sales, are based on sales finance com-
pany reports. Latest figures shown, first quarter.
larger cars and more optional equipment. Basic list prices have
changed little over the expansion period.
The stretching out of maturities has also played a part in the
increase in average contract size, since finance charges increase as
maturities lengthen. The typical maximum maturity for new-car
contracts is 36 months, but the proportion of all new-car con-
tracts involving this maximum has been creeping up for some
time. This past April it was 74 per cent at reporting banks; a year
earlier it was 72 per cent; 2 years ago it was 68. There is little
evidence, however, that the 36-month maximum is being breached
in any significant number of contracts. In April less than 1 per
cent of all new-car contracts exceeded this maximum, about the
same proportion as earlier in the upswing.
The average contract for used cars also has been increasing.
Indeed, the rise since early 1961 has been greater than that for
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new cars. Higher prices have been a factor, along with a lengthen-
ing of average maturities. The proportion of contracts with matu-
rities of more than 24 months has been rising for several years,
and recently many contracts on late-model used cars have carried
36-month maturities. One group of commercial banks has re-
ported that 36-month contracts are about twice as prevalent in
loans currently being granted as in those loans being closed out.
This reflects in part the younger average age of used cars after
3 years in which sales of new cars were very large.
Minimum downpayment requirements appear to have changed
little over the past 4 years, though the proportion of contracts
calling for the minimum has continued to creep up. This has been
more noticeable for new cars than for used. New-car contracts
currently being written by banks typically call for a downpayment
of 20-25 per cent of list price. The downpayment has been run-
ning slightly less for purchased paper, that is, contracts origi-
nated by dealers and sold to banks. The most common used car
contract also specifies a downpayment of 20-25 per cent, and
again contracts originated by dealers are a little less restrictive.
Other types. Credit arising from the purchase of furniture, appli-
ances, and other nonauto goods rose by $1.5 billion or 11 per cent
in 1964 and at a slightly faster rate in early 1965. This type of
credit has advanced steadily since mid-1961 and has accounted
for roughly one-fourth of the increase in total instalment credit
outstanding over the period.
One of the factors in its expansion has been the continued
growth in revolving credit, especially at department stores. In
recent years consumers have been able to buy many nondurable
items and small durable goods not previously sold on an instal-
ment basis by using revolving credit. As a result, such credit—
which is regarded as instalment credit, regardless of where it orig-
inates—has been increasingly substituted for conventional forms
of both charge-account and instalment credit. It is estimated that
the amount of revolving credit outstanding has nearly doubled
since 1961 and that about $2.5 billion, or two-thirds, of the in-
stalment credit held by department stores is now in this form.
Personal instalment loans have expanded throughout the post-
war period with little slack even during recessions. The strong
upward trend in this type of instalment credit reflects its use for
travel, education, and similar expenditures, which themselves have
continued to rise throughout the period since 1947.
Since the spring of 1964 the amount owed on personal loans
has increased by more than 10 per cent. Compared with 4 years
ago, it has risen more than 50 per cent. During the upswing this
type of credit has assumed increased importance, accounting for
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almost one-third of the advance in total instalment credit com-
pared with a typical one-fourth. Though historically not such a
cycle-sensitive component, personal loans are being used increas-
ingly for purchases of luxury services, and they may be growing
more responsive to economic developments as time goes by.
Home repair and modernization loans are a small—and de-
clining—part of total instalment credit. In early 1965 such loans
amounted to about 6 per cent of the total, down from 7.5 per cent
in mid-1961 and 10 per cent right after World War II. Their
average contract maturity has continued to lengthen ever since
1958, when the maturity ceiling on Federal Housing Administra-
tion Title I loans was increased from 3 to 5 years. More than half
of the FHA-type contracts written in 1964 were for the full 5-year
term.
NONINSTALMENT
CREDIT The expansion in instalment credit has dominated the consumer
credit picture in this upswing, but charge accounts, single-payment
loans, and other types of noninstalment credit have grown as vigor-
ously in percentage terms. At the end of April total noninstal-
ment credit was about $ 1 billion or 8 per cent higher than a year
earlier and about $4 billion or 35 per cent above what it had been
4 years earlier.
The impact of noninstalment credit on changes in total con-
sumer credit outstanding is most noticeable in recessions, when such
credit continues to increase while instalment credit tends to decline.
Thus, during the first quarter of 1961 when instalment credit was
declining at a seasonally adjusted annual rate of close to $400
million, noninstalment credit was rising at a rate of more than
$750 million. Because noninstalment credit is often used for small
and routine purchases, it is much less responsive to cyclical forces
than instalment credit, which finances the larger, more cyclically
variable expenditures.
In the first quarter of 1965 noninstalment debt was increasing
at a seasonally adjusted annual rate of well over $1.5 billion, up
sharply from last year's over-all pace. Much of the increase was in
charge accounts. Then in April, when there was a decline in total
noninstalment credit, it was again charge accounts that were
largely the cause. However, lenders reported a flurry of demand
for single-payment loans to meet tax payments.
The credit-card business, which consists mainly of gasoline
credit cards and general-purpose cards used in hotels and restau-
rants, is an important and growing part of the charge-account
classification. Such credit totaled more than $640 million on April
30, 1965—12 per cent of the total. Ten years ago it was about
5 per cent.
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PATTERN OF Because consumers repay much of their noninstalment debt
REPAYJV1EN i S • i • ii* •§ »
within a month s time, such payments are mainly of short-term
economic significance. Repayments on instalment debt, on the
other hand, are spread over a longer period and therefore are
subject to longer-term influences. While these repayments reduce
the amount of total debt outstanding, at the same time they rep-
resent a drag on consumer purchasing power during the life of the
instalment contract.
Repayments on instalment debt have continued to grow in 1965.
Through the first 4 months they were at a record annual rate of
$64 billion, up from $59 billion in early 1964. At the beginning
of the upswing in 1961, they were running at a rate of $47 billion.
Repayments on auto debt have accounted for more than a third
of the $17 billion rise in total repayments since 1961.
Factors affecting repayments. The pattern of repayments is gov-
erned largely by the amount of credit extended in previous periods
and by contract terms. Current economic events have little influ-
ence except as they cause the established pattern to be interrupted
either through delinquency or prepayment. Changes in repayments
typically lag changes in new credit extensions, with the length of
the lag depending upon the maturities of the contracts involved.
With more widespread use of contract terms that are generally
accepted as the maximum—for example, the 36-month maturity
for auto contracts—the lag has continued to grow this past year.
The relationship of repayments to credit outstanding differs for
each type of credit because of variations in contract terms. Per-
sonal loans and nonauto consumer goods paper normally have
the shortest average maturities, and repayments during any period
are relatively large compared with the outstanding balance. Matu-
rities on automobile paper are longer, so that repayments are not
so large in relation to outstandings. For repair and modernization
loans, where contracts up to 5 years are common, repayments are
an even smaller proportion of the outstanding amount of credit.
Relation to income. The ratio of repayments to disposable per-
sonal income moved up in the first quarter of 1965 to 14.3 per
cent. In the final quarter of 1964 it had been 14.0 per cent. The
rise was due to the fact that repayments increased faster than dis-
posable income. With final tax settlements on last year's income
higher than usual owing to underwithholding, disposable income
rose only 1.5 per cent from the fourth quarter to the first. Mean-
while, repayments on instalment debt increased 3 per cent.
The ratio of repayments to income was very low—about 3.5
per cent—at the end of World War II and has been trending up-
ward since then. The sharpest advances came soon after the
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war, with the removal of credit regulations and the increased
availability of cars and other durable goods. The increase in the
last decade has been more modest, averaging about 1 percentage
point for each 5-year interval in this period.
The persistency of the rise is the result of many factors, but it
reflects mainly the fact that more and more people are using instal-
ment credit for more and more purposes. Faced with the choice
of buying services or buying durable goods to provide the services,
consumers have increasingly demonstrated their preference for
the latter. They have shifted, for example, from public transporta-
tion to the use of private automobiles and from moviegoing to
television sets. And in so doing, they have expanded their use of
instalment credit. As already noted, moreover, the use of revolv-
ing credit has spread to many small purchases that in the past
would have been paid for through 30-day charge accounts or in
cash.
Although repayments on instalment debt have been accounting
for a growing share of disposable income, there is little evidence
of significantly increased difficulty in collections. Delinquency
rates on consumer loans at commercial banks turned down in
CHART 4
PROPORTION OF INCOME committed to debt repayment continues to go up
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NOTE.—Seasonally adjusted data. Liquid assets from flow of funds accounts. Latest figures
shown, first quarter.
















* Defined here as spending units
with instalment debt equal to 20
per cent or more of after-tax in-
come. Based on data from Survey
Research Center, University of
Michigan.
LENDERS' SHARES
April after having risen somewhat from the lows of last summer.
The average rate for all types of loans in April was below the
year-earlier level and well below 1961. Moreover, the number of
loans delinquent is still but a small fraction of all loans.
Although most consumers rely on current income to repay their
instalment debt, those with liquid assets—currency, demand and
time deposits, savings bonds, and the like—would be able to turn
to that source should the need arise. Since 1960, as Chart 4 shows,
consumers have increased their liquid assets by $100 billion, more
than 5 times the rise in instalment debt. And a large proportion
of those with instalment debt—more than two-thirds according to
a 1963 survey conducted by the University of Michigan—also
have liquid asset holdings.
Furthermore, the rise in consumer debt has been accompanied
by a very large increase in consumer holdings of durable goods of
all sorts. In most cases, the useful life of these goods will exceed
the period of repayments.
Nonetheless, the continued upward drift in the repayments ratio
is a matter of concern. Many families with debt have few or no
liquid assets to fall back upon. Moreover, much depends on
whether the new debt is being taken on by consumers already
heavily burdened or mainly by those with few or no previous com-
mitments. There is some evidence that the proportion of heavily
burdened borrowers has not changed significantly in recent years
(see table) and that the increase in instalment debt has been
widely distributed among income and age groups, but statistical
evidence in this area is fragmentary.
Holdings of short- and intermediate-term debt owed by con-
sumers are distributed among many types of retailers and finan-
cial institutions. At the end of April commercial banks and sales
finance companies together accounted for 65 per cent of the
$60 billion of consumer instalment credit outstanding. Consumer
finance companies and credit unions held another 20 per cent, and
retailers and miscellaneous financial institutions accounted for the
remainder.
Automobile dealers and other retailers write a major propor-
tion of all instalment contracts but sell the bulk of them to com-
mercial banks and sales finance companies. During 1964, for ex-
ample, retailers originated nearly three-fourths of all instalment
credit extended but retained only a third of what they originated.
Growth rates of the various lenders over this cyclical upswing
have reflected differing rates of expansion for various types of
loans as well as changes in the competitive positions of the lend-
ers. In general, outstanding credit expanded most at those lending
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SOURCES OF FUNDS
institutions that customarily do a large part of their business in
auto and personal loans.
Personal loans outstanding have risen by 58 per cent over the
past 4 years. Commercial banks obtained the largest dollar por-
tion of the increase, but their one-third share of the outstanding
volume on April 30, 1965, was little different from what it had
been in early 1961. Much of the new business went to sales finance
companies for the first time and undoubtedly reflected their efforts
to diversify in response to the intensified competition they faced
in the auto lending field.
CHART 5
GROWTH in instalment credit
has varied among lenders
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Both commercial banks and credit unions reported a greater
expansion in their holdings of auto credit than other lenders gen-
erally. For all holder groups, auto credit rose by 50 per cent from
early 1961 to early 1965, but at banks it rose by 70 per cent and
at credit unions by 76 per cent. Credit unions now hold 10 per
cent of the auto paper, as against 8.5 per cent 4 years ago, while
the commercial bank share has risen.
Despite the differences in growth rates by type of lender and
type of credit, the respective shares the lenders hold of total instal-
ment credit has not changed materially over the expansion period,
as Chart 5 shows.
Commercial banks have not only expanded all major types of
consumer instalment credit in recent years but also continued in
their role as suppliers of funds to other lenders, particularly
finance companies and retailers. At the present time such indirect
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financing is estimated to underlie 10 per cent of all consumer
instalment credit. A decade ago it was almost twice that, but since
then finance company borrowing has shifted away from banks.
The cost to finance companies of obtaining funds for consumer
lending rose further early in 1965 before leveling off in March.
The average rate for directly placed finance company paper with
maturities of 3 to 6 months increased from 3.75 per cent to 4.25
between last fall and this spring. Bank rates on loans to finance
companies have also risen during this period.
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